
N E W S L E T T E R

 Volume SIX | Issue 2 A publication of BatesCarter

Knowing Your Partnership Agreement
by Martha Cartee, C.P.A.

Business AdvisorYDuring this political season, we 
hear the phrase “small business” 
used in many contexts including 
taxes as well as job creation.  
Those small businesses filed 31 
million returns in 2008 (latest year 
IRS statistics are available);  3.2 

million of those were partnership returns.  

Contrary to how we may feel on April 15th, 
BatesCarter does not prepare all 3.2 million of those 
partnership returns.  We do our fair share though.  
Our clients use general partnerships, limited 
partnerships, LLCs, LLPs, etc. as legal wrappers 
in which to conduct their business, oftentimes on 
BatesCarter’s advice.  

The ease of forming a partnership combined with 
the many rules regarding partnership accounting 
and partnership-unique IRS regulations make 
them one of the most common and most complex 
tax entities – often requiring two sets of books. 
Consequently, we devote substantial resources 
to partnership issues including accounting, tax, 
valuation, and related matters.

In this newsletter, we present two articles on 
partnerships.  Martha Cartee discusses issues 
related to the partnership agreement.  As part of 
her work in our business valuation division, Martha 
reads many partnership agreements for items that 
affect the value of the partnership. The other article 
is written by Melissa Gramling, our Tax Technical 
Director, concerning IRS prescribed accounting 
methods that have a direct effect on taxes. Melissa 
reviews and directs preparation of our partnership 
tax returns and is fluent in the accounting and tax 
issues related to partnerships.

The Code and Regulations related to partnership 
taxation are complex.  We hope our articles are 
written in a form that is beneficial to your decision 
making.  As always, if you have any questions please 
feel free to call your friends here at BatesCarter.

Would you sign an agreement that could 
control your financial life without 

knowing the details? Of course you wouldn’t. 
Unfortunately, that is precisely what many 
people who enter into general partnerships 
do. Given  the very different risks assumed 
by limited and general partners, this article is slanted towards the 
general partnership, although certain issues apply to both General 
and Limited partnerships.

A well crafted partnership agreement should contain  provisions and 
attending agreements governing capital obligations, entity purpose, 
control over decision making, authorization to bind the partnership, 
division of profits and losses, distribution of cash and assets, 
banking relationships, accounting methods, various methods and 
reasons for termination of the partnership or a partner’s interest, 
liquidations provisions, arbitration agreements, buy/sell agreements, 
non-competes, and valuation methods. Any one of these provisions  
or the lack thereof could prove to be a bad surprise if it does not 
accurately address the wishes of the partners. The related definitions 
of terms, such as the word quorum, are also very important.
  
Issues not addressed by the partnership agreement can be as 
important as those that are because those issues can be controlled by 
state statutes. A good example of this is the rights of partners to bind 
the partnership in agreements. In the absence of prior authorization 
in a partnership agreement, State law (Code Section 14-8-9) requires 
the agreement of ALL partners to bind the partnership in many types 
of agreements. In instances of conflict, this can be very unwieldy 
creating an inability to borrow or enter into legal agreements.

What if the partner units are given to you or inherited? Financial 
obligations of the partners are often one of the first issues addressed 
in an agreement. Unless you are a limited partner or an assignee, most 
agreements require that you remain obligated for partnership debts, 
cash shortfalls, and capital calls. Blindly accepting an inheritance of 
a partnership unit that carries capital call provisions could prove to 
be costly or at the very least create heartburn.

(continued on page 3)
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Milestones to 
recognize!

Proud MoMents / MAKing A difference

50 Years!!!

Adam Blakely has been elected Board Member at the Good News 
Clinics.  Good News Clinics mission is to offer support and free medical 
care to the indigent, homeless and low-income people in Hall County 
who have no healthcare insurance and cannot afford medical care.

Adam is also on the Young Alumni Board at the University of Georgia 
Terry College of Business.

BatesCarter sponsored a food drive to help ‘stock the 
shelves’ at the new 20,000-square-foot facility for the 
Georgia Mountain Food Bank.  The Boomershine Family 
Logistics Center is located at 1642 Calvary Industrial 
Drive, SW in Gainesville.  The open house was on August 17, 2012.  The warehouse 
contains 3,500-square-foot of cooler and freezer space so they can now house food 
items like meats and other perishables that they could not store previously.

John Nix and Duane Schlereth both serve on the board at the GA Mtn Food Bank.

In May, 2012, United Community Bank 
sponsored a Relay for Life fundraiser, 
Golf For The Cure tournament.  Relay for 
Life events support the American Cancer 
Society.  BatesCarter staff participants 
were Zach Propes, Kingsley Peeples, 
Ryan Doss and Adam Blakely.  Kingsley’s team won 
the tournament.

Ron Bracewell is a member of the inaugural leadership class 
called The Wisdom Project.  The Greater Hall Chamber of Commerce 
formed this leadership program in conjunction with Brenau 
University’s Center for Lifetime Study.

The Wisdom Project prepares individuals over 50 years of age to 
use their wisdom and talents in creative ways through action and advocacy; through 
hands-on service projects and interaction with like-minded individuals throughout 
the community.  The Wisdom Project participants experience a dynamic, multi-
faceted view of Gainesville and Hall County, explore local issues and opportunities 
and engage with community leaders.

To read more, got to http://www.vision2030.org/senior-leadership

On June 29, 2012, Audit Supervisor, David Geer, CPA 
attended the grand opening of a new client, Cheaha 
Industrial Services, LLC, in Lineville, AL.   Cheaha Industrial 
Services, LLC is a Veteran Owned Small Business which 
provides construction, project management and consulting 
services for commercial, industrial and government clients.

Cheaha Industrial Services LLC is a small business 
leveraging over 80 years of experience in U.S. Navy nuclear 
propulsion, commercial nuclear power plant, government and commercial projects.
More information about their services can be found at www.cheahagrp.com.  We 
congratulate Bobby and Kimberly Bolt on the successful launch of their new business.

L-R:  Rick Sandefur, Wayne Gentry, Kay Schewchuk, David Geer, Bobby Bolt, Kimberly Bolt

BatesCarter is celebrating 50 years of 
service to our clients and community.

We hope you have received your 
invitation to our celebration on 
September 18, 2012.  It will be from 
5pm to 8pm, on the front lawn of 525 
Candler Street NE, Gainesville.

It is a catered event with great food, 
desserts, live music and just some good 
old fashioned fun.  Please bring your 
friends and colleagues.

RSVP to fiftyyear@batescarter.com, or 
call the office at 770-532-9131 and let 
us know the number in your party.

We hope to see you there!

We are extremely proud 
to be able to celebrate 
our 50 years of business.

A hearty “thank you” 
goes to all our clients, 
past and present, who 

have trusted BatesCarter with their 
accounting and advisory needs.

We have built our business on the trust 
you have shown us over the last 50 
years and we are committed to serve 
you for another 50 years and beyond.

Read about BatesCarter history and 
our office building, the 100 year old 
Candler Street Elementary School at 
www.batescarter.com.
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Business AdvisorY

Sometimes unexpected events change the partners involved. 
A well crafted partnership agreement should be designed to 
allow the partnership to continue upon the death of a partner, 
restrict ownership of partnership shares, and provide for 
the fair price liquidation of departing (or departed) partner’s 
interest.  At the very least, existing partners should have 
the first right to buy shares that are being disposed. Under  
O.C.G.A. 14-8-27, except as provided in the partnership 
agreement, a partnership interest is assignable in whole or 
in part to anyone, even outside the partnership. Although 
an assigned interest in a partnership does not convey full 
partnership rights to the assignee it possesses certain 
rights. In our experience, this “second class citizenship” can 
be a recipe for expensive legal conflict.

tax Adjustments for new Partners in a Partnership
by Melissa Gramling, C.P.A.

When you become a partner in a partnership (or a member 
of an LLC treated as a partnership), consider the tax 
opportunities and consequences.  Oftentimes, the fair 
market value of the partnership’s assets differs from their 
adjusted cost basis.  These differences give rise to tax 
adjustments in both an exchange of a partnership interest 
and upon an admission of a partner to a partnership.

An exchange typically occurs through a purchase or an 
inheritance of a partnership interest.   We refer to these 
adjustments as 754 adjustments.   An admission occurs 
when a partnership admits a new partner with a contribution 
of assets.  We call these adjustments 704(c) adjustments.  
Both phrases are accountants’ jargon in reference to sections 
of the Internal Revenue Code.

When you purchase (or inherit) a partnership interest, the 
fair market value (FMV) of the partnership’s assets will 
probably not equal their adjusted cost (basis).  The FMV is 
determined by an economic agreement among the partners.  
The basis is calculated as the original cost of the assets inside 
the partnership minus tax deductions, such as depreciation.  
The FMV and the basis are very important numbers.  Upon 
purchase of a partnership interest, you effectively purchase 
a share of all the underlying assets of the partnership.

Let’s assume you plan to purchase a 10% interest 
in a partnership with assets at a fair market value of 
$100,000 and a basis of $80,000.  Your purchase price 
is $10,000 (10% of the FMV).  At this point, the basis in 
your partnership interest (outside basis) is your $10,000 
purchase price, but your 10% share of the underlying 
assets (inside basis) is $8,000 (10% of $80,000).  

If there is a buy-back agreement, partners should review 
it on an annual basis, to ensure that the pricing formula 
and payment terms remain valid.  Many  older partnership 
formulas were based on a growing entity. When these 
entities become mature these same formulas may not make 
sense.  

Partnership agreements are often long, legalistic, boilerplate 
documents.  A person  intimidated by length and legal jargon 
may not take the time to read it  and consider its ramifications 
until some major partnership event occurs. Since the typical 
partnership is easy to enter and potentially hard to exit, we 
strongly recommend that both your attorney and your C.P.A. 
read and jointly discuss with you any partnership agreement 
you are contemplating. The details and ramifications are 
simply too important to ignore.

This difference is significant because your tax allocations 
will be based on the $8,000 inside basis in the partnership 
assets.  The $2,000 difference is recovered (deducted) 
when you sell your partnership interest.  But, there may 
be a faster way to recover your investment through a 754 
adjustment.

Internal Revenue Code Section 754 allows you to accelerate 
the recovery of this difference through a basis adjustment 
to the assets inside the partnership.  This is accomplished 
by the partnership making a 754 election.   Under a 754 
election, the partnership increases the inside basis in the 
partnership’s assets to reflect the additional money paid for 
those assets when you purchased the partnership interest.  
In our example, the difference is $2,000.  The additional 
basis and therefore, tax deductions related to this basis, 
is allocated only to the purchasing partner.  Therefore, 
the purchasing partner is allowed to recover his additional 
cost prior to a disposition of his partnership interest.  The 
additional cost recorded under the 754 election is recovered 
under the same method as the underlying assets that 
generated the appreciation in value.  For instance, if the 
appreciation is related to rental real estate, you will recover 
the additional value over the depreciable life of the rental 
real estate.

As an alternative to purchasing a partnership interest in 
a partnership, you may join through an admission.  In an 
admission, you contribute assets (cash or other property) 
to the partnership and receive a partnership interest in 
return.  Internal Revenue Code Section 704(c) addresses 
these types of transactions.  Upon contribution of assets 
to a partnership, a partner receives partnership interests

(continued on page 4)



sweet corn and Meat casserole ‘Pastel de choclo’

        Contributed by Duane Schlereth - from the kitchen of  Paseo Del Vino in Chile
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Fax: 770.536.5223

The Chicken Mixture:  1. Lightly salt the chicken on both sides.  Then in a skillet, put some oil over 
medium heat.  Once it is hot add the chicken and 2 cloves coarsely chopped garlic.  Cook for 15 to 
20 minutes, turning once.  Do not let the garlic burn, and remove any pieces that blacken. 2. Remove 
the chicken from the skillet just before it is fully cooked.  Discard the fat and garlic.

The Beef Mixture:  1. In a skillet, heat the oil over medium heat.  Once it is hot, add the garlic and 
cook until it becomes golden.  Add the ground beef and cook for 2 minutes, stirring often.  Add the 
onion, cumin & paprika and continue cooking for 5 minutes.  Add salt to taste.

The Corn Mixture:  1. Grind the corn and basil making a creamy paste by using a food processor.  
Slowly add the milk as you grind the corn and basil.  2. Put the mixture in a large pot on medium-low 
heat, stirring constantly so it does not stick to the bottom of the pot.  Add 1tsp salt as it cooks.  3. 
Dissolve a few tablespoons of cornstarch in ½ cup water and gradually stir into the mixture, until it is 
thick and creamy.  Cook for about 30 minutes, or until the corn no longer has a raw taste. Set aside.

For The Casserole:  1. Preheat the oven to 400°.  2. Place the chicken pieces in a large baking pan 
(approximately 9x13). Spread the beef mixture over the chicken.  Evenly distribute the egg, raisins 
and olives, burrowing them slightly into the beef mixture.  Cover with the corn mixture. Smooth the 
surface so it is completely even.  Brush the egg yolk over the casserole. 3. Put the dish into the oven.  
Bake for 20 minutes, or until it becomes golden.

In Chile, the restaurants prepare this casserole ahead of time and then reheat it, when its flavor has 
reached its peak.  They also sprinkle some sugar on it.  ¡Buen apetito!

Contributed by cleanjoke.com

Thank God for church ladies with typewriters. These 
sentences actually appeared in church bulletins or 
were announced in Church Services.......... 

Bertha Belch, a missionary from Africa, will be 
speaking tonight at Calvary Methodist. Come hear 
Bertha Belch all the way from Africa. 

The Fasting & Prayer Conference includes meals. 

The sermon this morning: “Jesus Walks on the 
Water.” 
The sermon tonight: “Searching for Jesus.” 

Our youth basketball team is back in action 
Wednesday at 8 PM in the recreation hall. Come 
out and watch us kill Christ the King! 

Ladies, don’t forget the rummage sale.....It’s a 
chance to get rid of those things not worth keeping 
around the house. Don’t forget your husbands. 

The peacemaking meeting scheduled for today has 
been canceled due to a conflict. 

Remember in prayer the many who are sick of our 
community. Smile at someone who is hard to love. 
Say “Hell” to someone who doesn’t care much 
about you. 

For those of you who have children and don’t know 
it, we have a nursery downstairs. 

Next Thursday there will be tryouts for the choir. 
They need all the help they can get. 

Barbara remains in the hospital and needs blood 
donors for more transfusions. She is also having 
trouble sleeping and requests tapes of Pastor 
Jack’s sermons. 

Irving Benson and Jessie Carter were married on 
October 24 in the church. So ends a friendship that 
began in their school days. 

A bean supper will be held on Tuesday evening in 
the church hall. Music will follow. 

At the evening service tonight, the sermon topic 
will be, “What Is Hell?” Come early and listen to 
our choir practice.

• 4 chicken pieces, thighs and 
legs, skins removed (1¾ 
lbs)

• 1 lb ground beef
• 1 med onion, finely chopped

• 6 cups corn kernels,6 ears
• 8 large black whole olives
•	 1/8 cup golden raisins
• 2 cups milk
• 3 hard boiled eggs, quartered

• 1-2 egg yolks, slightly beaten
• 5 Tbsp extra virgin olive oil
• 5 cloves garlic
• 15 fresh basil leaves

•	 ½ tsp ground cumin
•	 ¾ tsp paprika
• 1 tsp salt - plus salt to taste
• cornstarch
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tax Adjustments for new Partners in a Partnership
by Melissa Gramling, C.P.A.             (continued from page 3)

based upon the FMV of the assets contributed.  If the contributed assets are any-
thing other than cash (e.g., real estate, equipment), it is very likely that the con-
tributing partner’s basis in those assets differs from their FMV.  This difference is re-
ferred to as a pre-contribution gain or loss and “belongs” to the contributing partner.  
We account for this difference through the capital accounts and basis schedules.  If 
the partnership sells this asset, the pre-contribution gain or loss is allocated to the 
contributing partner.  Often, this difference must be eliminated over time through 
adjustments allocated to the contributing partner.  Tax Regulations provide three 
methods to eliminate the difference.  The selection of the method may have a mate-
rial impact on the allocation of income and deductions.

The ultimate goal of both Internal Revenue Code Sections 754 and 704(c) is to 
eliminate the differences between the FMV and adjusted cost basis.  This elimina-
tion may present valuable opportunities or challenges.  Either way, don’t let them 
surprise you.  We are only a phone call away, ready to exceed expectations.  Always.


